By LEONARD G, CAMPBELL and ROBERT J. SHUE .

Military Transactions in the
US. Balance of Payments

U-S- DEFENSE expenditures
abroad for goods and services are esti-
mated at $4.9 billicn in 1971, essentislly
unchanged from 1960 and 1970
Although the withdrawal of & lnrge
number of troops from Vietham and
elsewhere ih Southeast Asis has served
to end the rapid growth that cceurred
m 1966-6%, defenee expanditures abroad
have shown no measurable decline. The
expacted foreign exchange savings from
decrensed U5, military setivity in Viat-
pam have been erodsd by inereased
pricea and wages in countiries whers
.S, military forces are heavily con-
ceptrated, and more recently by in-
arenses in the walue of some foreign
purreneies relative to the dollar.
Transfers under militaty sgency sales
aontrects probably reached a recard
. 319 bLillion in 1971, up sharpiy from
the $1.5 billion fizure of the previous
2 years. Much of the rise was associated
with large deliveries of aireraft to Ger-
many ahd substantial shipments of
military hardware fo [arael and Iran.
On the basiz of these estimates of
expenditures and receipts, the balance
on mililary tromsactions (excluding
tranzlers under mlitary grent pro-
granys) i3 esfimated 6o have heen in
deficit by roughly $3 billion in 1571,
somewhat improved from the pravious
year’s peak deficit of $3.4 billion. The
improvemsht represenie n reversal of
the vnfavorsbla tvend that developed
in 1966 as increased transfers wnder
militery sales contracts wera not lurpa
snough to offset rising coats of daploy-

ing additionsl combat forces in South- -

sast Asis and higher prices and wages
OVEIEeRs.

Data on defense expenditures. which
enter inte the balance of paymenta
represent tobtal direct cutlays by the
military agencies for purchases of goods
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and services -abroad under all U.B.
defense programs. The data consist of
expanditures abroad by U.S. pemonnel
and their familiee and by the poat
exchanges and other nonappropriated
fund- agtivities which ssll to them;
foraign axpenditures for construstion of
10.5. bases and other facilities abroad;
payments for NATO infrastructurs;
payments to forsipgners for contractuml
services necessary to operate and main-
tein TS, overssa installations; pro-
curement of forsipn pocds to be used
locally or in the United States; and the
forsign exchange costs associated with
the Military Assistance Program. Also
incleded are similar transactions of the
Coast Guard snd the Atomic Energy
Commission.

There sare substantial amounts of
militery spending that are related to
activities abroed but thei involve ne
diract dollar cufflows and are thus
exeluded from the balance of payments
accounts, This type of transaction in-
cludes, for mstance, purchaszes of donas-
tically produced items for uvee abroed.
In addition, certain trapsactions elearly
related t¢ the defensze affort are coam-
mingled in the acconnts with nonmilitary
merchandise imports; such transactions
inelude parchasss in the Tnited States
of loreign products or foreign com-
ponerits of US. producte as well as
oversea procuremsent by private firms
in the United States in fulfillment of
defansa contracta. Conversely, no at-
tempt has heen made to messure the
indirect impact on T1.5. exporis of T.5.
defense expenditures in foreign scon-
omies. Thus the direct defenss expendi-
tures abroad and the transfer of gooda
under U.S. military sgency salea con-
tracts, reviewsd in this articls, do not
represent the totel balance of payments

impact of travsachons by the Depart-
ment of Defanse. {For further dizeussion
of the relationship of defense expendi-
tures and sales to U.S. trade, see the
statistical nota at tha end of the sriels.}

Defense Expemditures Abxoad,
by Major Category

Parsonnel spending of various sorts
acoounts for mora tham 50 percent of
total direat defense expenditures abroad.
This includes spending by US. person-
nel snd their dependsnts, snd pay-
mants (o foreign personnel { chart 14).

Expenditures in other countries by
T.5. military and civilinn personnel and
their dependents and by post exchangee
and similar agencies totaled $1.8 billion

&t an snnnal rata in tha first half of

1971 {table 1). {There 15 no deiectabla
sepsonglity in  defense expenditurves

I CHART 13
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abroad.). In 1065, the first. vear of
stepped-up activity in Vietnam, .the
totl was $1.1 billion. Includad are ax-
pendttum in local economies by gerv=
jeeinen and civilian parsonnel and their
femilies, plus the reported axpandlturea
of post exchanpes and other activities
operating with nnnappmpnat-ed funds.
Estitnated spending in foreign eountries
by U.5. personnel and dependents is
derived from the amount of cash paid
oat abréad to military and civilian
personnel as reported in military ac-
counting records, adjnsted to reflecs
the smounts which ere spent in officiel
outlets or returned to the United
States through military chennels. How-
ever, any How to or from the United
States through privats channels, for
exemple, paychecks meailed diracily by
servicemen: to the U8, or turmency
received by servicemen as gifte from
residents in the 1.5, is not coverad by
the reporting system.

Tha rige in gpending by T.8. person-
nal after the mid-1960's reflects large
pay increases to TS, military sand ci-
vilian personnel, ameunting to 63 per-
cent and 39 percent, respectively,
gince 19686, and an increase in foreipn
ouflays by military exchanges. Direc-
ives fo the exchanges to stack merchan-
dise of U.S. origin, to the greatest
practionble extent, have not appreciably
reduced their foreign sxpenditvres, for
provurement of poods represents less

than half of their foreign expenditures. -

Wage snd salary payments to for-
eign locelly engaged steff wars running
ab an ennusl rate of $700 million in the
first half of 1971 compared with about
5425 million in 1965, Maost of the in-
clease gines that time was relatsd to
additional operating raguirements in

Southeast Asia and sharp incresses in-

the wage index in other countries where
large T7.8. forces are maintained. From
1966 through 1970, {or axnmp]e the
wige index yose 43 percent in Germany
aod 82 percent in Japan—the two lead-
ing recipients of US. payments for
foreign labor. While employment of
foreign nationels has dropped about 15
Percent ginca 1968, wage neresses and
severance payments have resulted in o
20 percent inerense in payments to
faretzn Iahorers during this period.
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(roersen coniruction declines

Since the crash program fo build
bages, wirflelds, and deep drafi ports in
Southeast Asis hes generally been com-
pleted, outlaysz for militery ponstrue-
tion have declined substantially. For-
eign -exchange expenditures for TI.5.
construction prajects are estimated to
have smounted to abont $200 million in
1971, compared with a pesk of sbomt
5380 million in 1987. Other thsn the
congirdetion of a joint United States-
Thited Eivgdom naval communications
facility on islande in the British Indian
Ocean Territory, no major new bases
ara plannad at this time. The praduy]
shift. toward an all-volunteer armed
force will probably result in a Tequest
by the military agencies for edditional
funds to copstruct mew barracks and
family housing. In addidion, hendrads
of oversea facilities maintained by the
United Sietea constantly requirs re-
pair and improvement. A provision in
the new “offset” agroement with the
Federal Republic of Germany, whereby
Germeny has agreed to provide for
rehabilitation of barracks of U.8. forces
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in Germany, will allaviate some of the
burden of LS. militery constraction
expenditures there.

NATD infrastrooture is the system uf
multinationally owned construction
projects including airfields, comrnmni-
cations facilities, pipelines, snd neval
facilities. The installations ars de-
veloped for common use by the forces
of sll NATO countries and are thus
jointly finsnesd. Since the NATO
program. is under internatiomal dires-
tion, the TUnited States Government
doez not have the authority to let
contracts for these facilities, but thes
adoption of » system of intemetionsl
competitive bidding for constructon
contracts has made it possible for
Americen companies to compete equaly
with firine Ffrom other perticipating
countriss. Any precurement from S,
pourcas reduces the foreign exchange
cost of our outlays,

Contractual services

Expenditeres for confractual servy-
ices, other than direct and confract
hire of foreign citizens, have averaged

Table 1.—llefense Expenditures Abvoad for Goods and Serviess, by Major Category
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Just over §1 billion for the past seversl
yoars aod are the second larpess
catepery of oversea defense spending.
These expenditures are incurrad primar-
tly. for iravel, communications, renta,
utilities, maintenance, and repairs. Ris-

ing prices abroad keep this category

of spending high as most of these
expenditures necessarily involve pay-
ments to foreigners. The contractual
services total also includes annual
peyments of approximately $100 million

N CHART 14
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to foreign: contractors- for . ransports-
Hon services. Many countries ms!st-
that TS, mlllt-au'_f ngencies use ins
digencus transportation. systams, part.m-
warly for the inland movement of
material from port of entry. A small
item in the total—about 320 million
each year—is spending by the United
States in cooperation with other na-
tions for ressarch and ‘development
activities and evaluation of forsign
seience and technology.

Distriition of irect Dafense Expeaditures Alvead for Beods and Serviees
BY MAOR CATEGIRRS

18E0(33.087 million

17054051 ik

L ot 5%

BY MO CAUMTRIES AND AREAS

195843, (AT roillien)

WS Pupirivin of Crmramce, Burss ol Evaceels Arubreic

16570($4,351 mifion)
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Defense procurement abroad

Pumhaaﬂs nf IIIB,]'DI' eqmpm&nt fmm
furﬂj,gn supphers ]mgely reﬂmt ﬂert.am
ramprm&l arrangemants w’hmli ‘the
United States has with other cnunmas
Pa}*ment.a for “such aqulpmant. in-
ureaﬁm:l Trom ahout $75 millign in 1965
to about $2ﬂﬂ million & yesr in the
1967-64 period. Th&jl' declined in’ 1970
snd dropped further in the firss. half of
1971, to a0 aninual rite of $150 million.
Tha increase after 1965 wha associated
with Vietnam requn'emenm and with
inoressed procuredment contracts ob-
under & system of open competitive
Tidding. Payments to Canadiah con-
tractors began to decline jo 1969 but
thadmhuﬁw&snﬁaathjapmgmmuf
aircraft procurement in the United
Kingdom. Under & governmené-to-gov-
ernment. agreement, the British Min-
istry of Defense has received lotters of
offer and acceptance wvaluad al over
$200 million for procurement of ihe
vertical/shori take—off and landing jet
{Harrier} and sssociated support and
gervices for the .3, Marine. Corps.
Eventually, the aivcreft are likely to be
produced under license in the United
Statea {which would reduce the foreign
szchange cosis bui raise toial budget
coatal.

Defemse purcheses of materials and

supplies, other than major egquipment,

were at an snnual rate of $700 million
in the first helf of 1971, unchanged from
1970 but down from 1988 and 1989.
Ezpenditures in this category range
from office supplies to petrolsum. Some
of the spending reflects contracts nego-
tiated in return for base vights, some
reflects a desite to minimize total
budgat costs, some cccwrs because of
limited supply from the United States,
while some expenditures wre made for a
variaty of other ressons.

Purchases of petroleum; by far the
axgast’ expenss for foraigm-produced
praoducts, #otaled aboui 3440 million
st gn annual rate in che first half of
1871. They reached a high of $550
million im 1858, but the resl extent of
the decline from 1869 to 1971 iz less
than the figures indicete, Petreleum
prices and mssocisbed transporiation
costa have increesed sharply and conm-
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spmption remaing high despite the TILS.
withdrawal - from Vietnam and the
deactivation of » humber of naval ships.
Howaver, large contracts for refined
patroleum producta’ which had - pre-
viously been awarded to-firms in foreign
cguniries have recently been placed in
Guam and.the Virgin Islands. Defensn
purchases of refined petreleum products
in U.8. territories a1e classified s
domestic - transactionz and are thus
exchuded from the military secount in
the balance of payments statistics. Of
course, any import of crude petroleum
imnto Guam snd the Virgin Islends, to
be refined uader such contracts, is
recorded in the pnvatra merchandise
RCCOMIET.

Procuremsnt of eubsistance items
abroad, amounting to over $65 miilion
in 1970, represents another significent
portion of totel procurement of ms-
terials aod suppliss. Even in the jet
egea it is diffieult to transport fresh fruit
snd vegetables from the United States
1o soma of the retnote spotz of the world
where U.5. forces are assigped. Com-
tractz to supply subsistence items are
&n important source of foreipn earnings
for sertain countries, and these com-
tracts ave often direetly corralated with
17.5. privilepes at foreign bases.

Vearious measures have been insti-
tuted o minimize defense procurement
tbrond and to pross the usa of UL,
maierials and supplies In support of
U.8, defense activities overseas. Prefar-
ance is accorded to domestic over for-
sign suppbers when estimated TS,
coste do not exceed foreign coets by
mare than 50 percent. During the
1980's, however, accelerated militery
wotivity in Vietnam necessitated the
placement of orders which could be
filled quickly, and suppliers in Japen,
Korea, Taiwan, and a few other coun-
tries enjoyed obvious geegraphicel ad-
vantages. Certain of these contructs
were placed in countries for support of
thair forces deployed to the Bepublie
of Vistnam, but large contracts were
also et for support of 11.S. forces.

Mititary asslsiance program

Offshore procurement For military ss-
sistance purposes continues to dedline
and amounted fo only 4 million in the

SURVEY OF CUBRENT BUSINESS

first helf of 1971. Such procurement,
once a major component of military
ppending abroad, conziste mainly of the
acqulsttmn of m:]:tmy pquipment to be
given to foreign couniries as military
asaitance grants. Other disbursements
under tha declining Military Assistance
Program are contributions to mierna~
tional military headquarters expenses—
about 325 million per year—and small
nmnunt.s of administrative exponses.

Geogra Distribution of
]ﬁfeuse ‘Spending:

- Under & complex system of treaties
and bilateral sgreements, the Tinited
States has deploved ita troops virtually
arpund the world. American forces con-
tintls to operate in South Vietnam and
to man defense lines in South Eores;
large garricons are meintained m West
Germany ; & flesi patrols waters off the
Middle Eagt, another crpizes in the
Western Facific, and the navy stende

reedy to deploy ships to trouble spots,

In epite of thiz far-luny networe of
military facilitiss, defernse outlays
abroed afe concentrated in relatively
few countries.

{(fermany continues o he tha leading
recipient, with expenditures there dur-
ing tha first half of 1971 amounting to
%1.2 billion at an annual rate (table 2
and chart 14). Nesrly one-half of
these expenditures were mada by U.S.
personnel end by the system of PX's,
and service and entertsinment facilities
which serve the American military
community in Germany. Payments to
foreign locally engaged staff run 6o
more then 3250 million annually snd
nearly 200 million & incurred for
other services.

A seriez of “‘offeet” agreements ba-
tween the Umited States and the
Federa! Rapublic of Germeny has
been desigoed to neutralize a suhstantial
partion of the bhalance-of-payments
costa of maintaining TFS. forces in
{3ermany. From 1962 through 1967,
Germany deposited funds with the
US. Treasury iz smounts approxi-
mating our defense expenditures there.
Such funds were earmarked for Germen
purchasez of military goods and services
from the T.3. Government and from
private U.S, frms, In the following 2
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yenrs, the prineipal provision of the
offset agresments was the purchase of
medium-term U.8. Government securi-
ties by tha Bundesbank. German da-
posits in the U.B. Treasury for pur-
chases of T.S. military goods and
gervices sgain becsme -the mejor pro-
vigion in the agresment covering fiscal
years 1970 and 1971. Late in calendar
1971, the United States and Germany
concluded 2 naw offeet  agresment
covering the pericd from July 1, 1971

.through June 30, 1973. Total provisions

under the new agreement amouné to
sbout #2 billion, of which more than
$1.2 billion is earmarkad for procura-
ment of military supplies and equip-
ment. A key new eoloment of the
agreement it & 3185 million program
for the rehabilitation -of barracks and
other fagilities nzed by US. forees in
Germany.

Japan is the second largest remplent
of T.5.. defanse spending abroad.
Japan’s receipts totaled $600 million at
an anmual rate in the first half of 1971.
Anin Germany, B very larxe percentape
of total disbursements in Japan con-
gista of T.3. personnel and personnel-
related expenditures and paymenis to
foreign nationsls. Many Japaness prod-
nete are bought for resale by the post
exchangaes, often in countries other chan
Japan. Such sales have heen facilitated
by catalogue distribution to TI.5. sarv.
icemen aflost and in other countries.

Expenditures in Vietnam and Korea
ara tha third and fourth largest, respec-
tively. The withdrawal of combat
troops from Vietnam has not signifi-
cantly reduced the foreign exchange
costs of 1.5, command and logisticzl
hsadquarters remaining thers, nor has
it had much impact on iotal parsonnel
epending bessuse per capita foraign ox-
change costs in Vietnam are relatively
low. Thera ara virtually no accompany-
ing dependents and much of the service-
men's pay is senit fhrough official
channels to families in the United Sta.tes
or deposited in savings accounts. The
markeiplaces in Vietnam do not offer
the glitter or the merchandisa found in
Japan and Europe, and recrestion areas
in Vietnam are constructed and con-
trolled by the United States. Further-
more, the more favorable exchange rate,
effective October 1970, of 275 plastres
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t¢ the dollar resulted in e twoicld in-
creass in the zales of pissives to Individ-
uals through official outlets and thus
somne of the persounel spending which
was previoualy lost to the black market
is now included in the reporting systam.
Total cutlays m Vietnsm in tha first
half of 1971 were approximately $620
million et an epouwsl rode, esseniially
unchanged frove 1970, -

The withdrawal of American GI's
fram Viatnam has had as much impact
on certain other countries as on Viet-
nam. Spending by servicemen on rest
ahd recuperation leave in Australia, for
axpmple, chaansled more ihen 3380
millien into that economy during the
past 4 yesrs. Other “R and B leave
centers were located in Hong Eeng,
Singpapore, Bangkok, Taiwan, end Old-
nawa, sod s fotal of more tJ:m.n 100
million was spent snntally In these
Maces whon American forces in Vietnam
were at their peak. Such spending is

SURVEY OF CURRENT BUSINESS

sstimated to have decrensed to about
$50 million in 1971 and is a:s.pmmd to
decline further in 1972. o
Militery expenditures in Koreu, after
peeking &t over 5360 million in 1969,
dectined slightly in 1970 and in the
first, half of 1971.. An infantey division
was withdrewn in 1971 but some 40,000

1.5, militery personnel remain, Also,

thers have been svhatantial U.S. ex-
penditures in Korea asseciated with
Korean support efforts in Vietnam,
mvolving troops, civilian technisiane,
and construction meterials, porticularly
cement.

_The other major recipisats of T.8.

‘defense spending, as shown in table 2,

are the United Kingdom, Canada, the
oil-producicg countries io the American

. Republica and. Caribbean arsa, the

Ryukyun Islands (Okinaws), Phlip-
pines, and Thailand. There are a
oumber of major U.8. air bases in the
United Eingdom, and Cansds is an

Takbde 2-—Dofenre Expenditurgs Abroad for Goods aml Servieesy by Major Cooniry L
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important _su_pplial_" of .spare parts for
U.B. military eguipment. Bases in the
Ryukyu Islands, Thailand, and Philip-
pines have provided impertant siaging
areas sud other forms. of suppurtr for
1.8, operaticns in Vietnam.

.8, Mihtary Shipments

Transfers undﬁr T.I $ military agency
sales contracte were ronning el en
apnual raie of $2.2 billion in the fiyss
half of 1071 {table 3), Such shiprents
totaled more than $10 bilion from 1960
through 1970, with 70 percent of thas
total deliversd during the 1885~1970
pariod. This asles program has provided

-gur allies witk modern equipmens for

their delense reguiremsnis and has
helped to standardize cooperative lo-
gistics and equipment; the expansion of
the program reflecis the emphesis on
military sales ss a means of offsetbing
the foreign exchangs costa of American
troop. mainienance and other defensa-
refated expenditurez iIn Eurepa and
Southeast Asia.

Trensfars under Foreign Military
Sales (FMS) Contracts account for b6
percent of the toial shown in table 3
and have been primarily to developed
coupiries. FMS irensfers ropresent de-
liveries of goods to and performance of
services for foreign governments by T.S.
military agencies. In this conbext,
“delivery’’ of poods refers to the trans-
fer of goods from the 1.5, Government
o foreign governments for use abrosd
or 1 the United States mud to the
tyanafer from stocks atb US. military
installations abroad. The equipment
involved largely consists of advanced
weapons systems, aireraft, and associ-
ated. pertz and sperae. Alse included
ure training in the uze of this weap-
onry, and other less sophisticated
equipment such a8 fanks, ammunition,
snd communicationa gear. Transfer is
effected. upen chenge of tithe or per-
formence of service.

The other 5 percent of military trans-
fers consists mainly of sales of surplus
or axcess property, mostly at scrap or
solvage value, petroleum products and
other goods snd services furmished to
foreign naval vessels and aireraft, and
deliveries of moterial snd sarvicss ander
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Ingmnnal m.lppnr_t. programa furnished

. to forsipm couniries: or internations]

orpanizations. Also -included is the
receipt of forsign .currencies, contrib-
uted by. foreign .governments under
military sasistalce programs and used
pnmaﬁl:r for the support of our military
missicns ahroad.

- Tranafers undar 0.5 mﬂ:tarj agency
sales contracts shown in table 3 differ
from the military exports identified in
Clensus documents ia that the latter
mepsures only those military goods

which cross T.5. Customs borders. It

should alse be noted that the figures in
teble & include only that portien of
military =ales transection: which is
chenneled through the Department of
Defenze. Sales of military equipment
negotiated by 115, private firms are
included in the private merchandiee
wecount in the balance of payments
statiatica. (For furtber discuzsion of the
relationship of defense shipmentis to
1.8, trade, zes the statistical note at the
end of the articla)

Under a series of agreements begin-
ning late in 1961, the balance of pay-
ments imipeci of disbursemenis for
11.5. {orces stationed in Germany was
i he offset by large purcheses of sup-
plies and equipment by the Federal
Republic of Germuny from the TS,
Government and from privatea TS,
suppliers. As s reeult of those agres-
mants, Germany has baen tha largest
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buyer of U.5. militexy géods and serv-
ices. under military agency sales pro-
ETAIGE, Teceiving 30 percent of all ship-
ments from 1860 through 1970.

. The United Kingdom has also been
o large buyer of U.S. arms, accounting
for 13 percent of total deliveries from
1940 through 1970, Contracts for F-4
fiphter aireraft and C130 cargo plaines
pushed ‘deliveries to the United King-
dom to &n averaga of $300 million a
year in 196768, up from a previous high
of $78 milor ia I'*é6. As major de-
livertes under these contrTacts were
compleied, military exports to the
United Kingdom declived to $175 mil-
lion in 1970, Over the past 10 years,
other Western European counfries com-
bined received asbout 20 percent of total
1.8, military exports,

In 1965, Australia increased har de-
Tenaa budget to allow for a laryer armed
force and additional defsnse procure-
ment, subssquently ordering a number
of 130 cargo planes and other air-
creft from the Ynited States. Thaee
wircraft sales, combined with later sales
of several destroyers and other military
items, resulted in deliveries averaging
£125 milliog in 196769, up sharply
From previons levels. Deliveries to
Australin of over $185 million in 1¥70
were associated with the leasing of 24
F—4 fighter aircraft pending delivery of
the technically {troubled F-111. Since
1965 New Zealand has also increased its
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purchases of U8, arms, The two coun-
tries - combined Teeeived 3 percent of
total US. deliveries from 1960 through
1970,

Militery exporis to other countries in
Azip and Africe smounied o $1.9

hillion, in the period 196070 or 18
percent of totel deliveries in the peried.

‘Howevar, $1.7 hillion represent ship-

ments from 1865 through 1970, The
sharp incresse is largely attributable to
two factors. First, several countries
which had previously been recipients of
militery goods under U.S. grant aid
programs have in recent years become
purchasers of military goods under
credit arvanpements made avsilable by
the Export-Impoxt Bank or through
special ¢redit accounts provided by the
military assistance program. Second,
salas to Tareel have increased suce the
Middle East conflict in 1967, Special
credit arrengements provided to Israel
through the militery assistance pro-
gron  enabled ber: to procure U5
fighter sirczeft end other mildary
equipment, :

Trenafers of militaryr goods and
services to Canads retresented 4 per-
cent of the total from 1350 to 1970,
while the American Republics snd
Japen each accounted for 3 percent.
Howsever, substantisl Japaness pul-
chases of militery equipment directly
from UL5. privete firms are included in
the private merchandise trade accoant.

Table 3 ~Transfers Under U.5, Military Agency Sales Contraciy 1
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STATISTICAL NOTE

The memeorandum line in table 1
shows merchandise Imporis of T.S.
military. agencies identified in Census
impori documents. Thess data oclude
only thoze foreign producis physically
mporied into the United Staies. The
other data in table 1 include procure-
ment of foreign goods for use in the
country of purchase orin third conntries
as well as in the Tnitad States and also
include sizable amounts of services.
The two series cannot be racenciled
gince the data provided by the defense
sgencies make po clesr-cut distinctioo
between expenditurées for foreign goods
snd expendibores for foreign sstvices,
Howaver, most foreipgn mmaterials and
aupplies procured by the Defepse De-
partment are vsad sbroad: therafors,
uranivin  impoerted by the Atomie
Energy Commission and aquipment
imported by the Defemse Department
represant most of the military mer-
chapdise imports identified in mmport
documents. Also, there are timing
differences between the two seriss, as
the Cepeus data reflect movement of
gaods acrosy customs boundaries whils
Dyfonse Dapartment dots reflect the
payment for foreipn produects.

The memorandum line in table 3
shows ezports uwnder T3, military
agency soles coniracts identified in
Cansus expori documents, and tharefore
ineludes only thoss goods physically
oxported from the United States. Other
dats in table 3-include not only those
goods sold under military seles con-
tructs which are physically axportad
to foreign countries, bni also goods
trensferred to lorsign governmenis but
not physically removed from tha United
States, poods transferred from S,
military instaflation stocks abroad,
services performed under Foreign Mili-
tary Sales (FMS) contracts, mizeslian-
eons sales of gurplus or excsss property
from U8, inetollations abroad, and the

receipt of forelgn currencies contributed

by foreign governments wnder military
sssisiance progrems. Moreover, the
Census data report exporis when the
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goods leave the United States, while
the Defense Department deta report
transfers when - chroge in. ownership-
occlre, which may be. before, al the
same time as, or after the p}ursmal
export of thess goods,

Tt would be pseful for soms ann.lytmal
purposes to be abla to lﬂﬂnh.f]l’ poode
separataly from sevvices in the military
accounts, and to be able to recomcile
Cengus and Dafense agency data. This
would require certain changes in re-
porting procedures and methods of
presantation, and interagency negotise
tions have been initiated in an effort to
resolva thesa statistical problama.

(Cantinued from page #1)

ment. for purchases of foreign currency.
The unified budget includes themn while
tha NTA axeludes them as an sxchangs
of asaets.

Notting and groasing

This adjustroent affects only the
levels of raceipts and expenditures and
not the difference between the NIA
deficit and the unified budget deficit.
The largest item in this category is the
Fedarsl (overnment’s contribution to
smployes retirement funds. Thess con-
tributions are excluded from tocal bud-
get axpenditures as infragovernmen tal
transactions. However, the NIA epn-
sidere thesa coniributions to be pert of
employes compensation and ineludes
them as purchases of poods and services
and a5 comtributions for social insur-

aunze. Therafors, the NIA Faderal ssctor -

ingludes the contribufions o retire-
ment funds in both receipts and expen-
ditures, with no effect on the deficit.
In 1973, this adjustment amounts to
$3% billion.

Other netiing snd grosging consists
primarily of money raceived from the
public recorded ns offsetz to sxpendi-
tures in the unifisd budget. For in-
stancs, receipte from twoe major
.velerans insurance programa—Nation-
al Servies Life Fosurance and US.
Government Life Insurance—are netted
aguinat axpenditutes of these programs.

cadds $1.7 billion to NI BIPEII.I:]].HE‘B‘E

However, in  the HIA this meome- i@ M
treniad as rwnpta in the form of smlgl
mmrnnn«a contribations. Other: nut' };‘f
and groasing adjustments are
to add about $1% billion to the”
of NIA receipts and expandlt.uraa '_ !
1973, 3

Ti ' . . .

when the income i esrned:. u::pondt-
tures—except interest, whchlsracurded ;!
on sk actrual basis in both the hudg'ut“—:‘-‘

the budgat at the time the checks m{
issued. The NIA records taxes paid by
business in the time period in which- f.ha-_‘-_-ill
income is earned rather than at the time 4
the taxes are paid. Personal income
taxes, however, arerecardsd at the time i
of payment. Nl&remipts in fiseal 1073 - 4
are sxpacted to excead cash collestisns
by $2X% billion. :

The principal timing adjustment on.
the expenditure side is for purchases of -
goods and services. Purchases from the :
privaie sector are mainly recorded in the a
NIA at the time of delivary to the Gov-
ernment rather then et time of pay-—-
roank; goods produced to Govetpapent =
order are recorded n GNP as part of )
private inventorica wnil delivery to the
Government, when inventories decline
and Government purchesss increase. ;
In 1573, it iz expected that defense
deliveries will excend cash payments by -

Land transactions and miscellonenis
adjugtments 7

All purchases and eales of land are.
excluded from the Federal sector of the 3}
NIA. Thbe NIA saiso sxcludes oil bonus _j
receiptz which are treated as capital
expenditmres by U8, sorporations, and ;
35 an offset -to expenditures -in the
unified budget. The suin of these items

in 1973. ;

Thers szre & number of other differ-
encae batween the two concepts, includ- ;
ing certain forsign surrency transactions, 1
capital gains, other smaller timing ad-~ :
justments, ‘and severil other items of :
lassar importanes. A



